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MM: showed no improvement in the real estate situation, nor was any expected. 


The unfavorable factors still are dominant and the chance of any immediate re- 


ae 


covery is slight. Before any permanent improvement can take place in real estate ac- 
tivity, real estate must become profitable - or a large number of people must believe 
that it will become profitable shortly. ( Real estate is not profitable today. The 
present net ieee. largely due to vacancies and concessions, are not sufficient 
to pay an adequate return on present prices. 

There are four ways in which the percentage of net earnings on real estate 
may be increased: lst, by a decrease in vacancies and concessions; 2nd, by an in- 
crease in unit rentals; Srd, by a decrease in operating costs; 4th, by a reduction of 


the valuation. 


lst - Vacancies have increased with the severity of the depression, due to 





the doubling up of families and the decrease in marriages. At the present time they 





are probably remaining fairly constant. Very few new quarters have been built in the 





last few years and the demolition of obsolete buildings by the city and private own- 

















ers has actually produced a sizeable loss in the total number of living quarters 
in the city. As soor as recovery in general business takes place, this shortage 
will become apparent. Until such time very little improvement can be expected. 

end - Unit rentals of investment properties declined further during 
March, as shown on page 13, and until the depression moderates there is slight 
hope for any increase in these rentals. 

ord - Unit operating costs are falling, but the total cost of operat- 
ing investment properties has shown no reduction, due to the excessive demands 
which tenants have been able to enforce. When vacancies are absorbed, however, 
there should be considerable saving in operation. 

4th - Real estate purchased in a boom market is —e frequently car- 
ried at its inflated value long after a portion of that value has melted away. 
Until its owner is willing to write off a portion if its inflated cost it can- 
not show a profit. Quite frequently this reduction in valuation comes through 
change of ownership, due to foreclosure or distress sale. . 

We believe that a marked increase in real estate activity will not oc- 
cur until one or more of the preceding factors have made real estate again an 
attractive investment. The favorable and unfavorable factors at the present 


time are listed below. 


Favorable ‘ Unfavorable 





1. Ten percent cut in real estate ass- 1. Apartment rentals still decreasing. 
essments just announced by State Board 2. Values are still dropping. 

of Equalization in city and five per= 3. Foreclosures higher than ever be- 
cent in county. fore and still increasing. 

2. Stiffening of single family rentals, 4. Very little credit available for 
showing that even the reduced depress- financing or refinancing real estate. 
ion demand has about caught up with the 

available supply. 

3. Better tone to general business, 

with fewer bank failures and less hoard- 


ing of money. 


The information and charts contained 
n this report are protected by copy- 
ht and are restricted to the .con- 

ential use of subscribers only. 




















































































































ae 7 7im| PARTMENT rentals continued their drop 
eee —_ uN during Marche The average apartment 
APARTMENTS ~A 4 ("iiM@iirental for the month was $11.89 per room 
" HRM mg, without deductions for concessions. Since the 
«- RENTALS — S peak in 1921, without this deduction, apart- 
aa ~|THIS MONTH $11.69 2 ment rentals have declined 29.8%, with it 
3 | LAST MONTH = 12.25 35.9% or slightly more than one-third. 
< 12} + YEAR AGO 13.78 12 
st | | | a Single dwelling rentals are showing 
S [ | more stability at the present time, indicating 
* 0 4 + 10 that even the reduced depression demand has 
5 | ; | caught up with the supply. During March the 
\ Bs yan. = , single family dweiling rentals averaged $7.08 
¢ | z / NAN | per room in comparison with $7.06 for February. 
| a } NN | ° This is a decline of 23.1% from the peake 
: SINGLE FAMILY DWELLINGS | The May issue of The Real Estate 
“7 + THIS MONTH $7.08 — : Analyst will be devoted largely to a study of 
LAST MONTH 7.06 | rentals in Greater Saint Louis from the Civil 
Pp 54 | YEAR AGO F 7.44 | . war to the present. 
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TP 7} He chart to the left shows an index, core 
[\lf\\:|| rected for seasonal fluctuation, of the 
fi!) number of new family accommodations pro= 
THIS pen Pe vided for by all building permits issued month- 
ned —. i ly since 1922. March seta new low for this 


1 periode Residential building, however, is still 





above the low period of the war depression and 
the year immediately following. 


The very small amount of building bee 
ing done will speed recovery, aS we are now ace 
cumulating a potential shortage which will be- 
come apparent when economic conditions enable 
doubled up families to spread out and delayed 
marriages to take placée 





NUMBER OF FAMILY ACCOMMODATIONS PROVIDED EACH MONTH BY ALL NEW BUILDING PERMITS 
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jmarriages for each 10,000 males 21 years 
Jof age and overe This chart has been ad- 
justed for seasonal fluctuations 


w 
e 


MARRIAGES 


i [HE chart to the left shows the number of 
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While marriages showed some pickup over 
the preceding month, they are continuing at an 
extremely low level, increasing the accumlated 
shortage of more than 13,000 since 1924. 
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If past experience repeats itself, as 
soon as the present depression is over the mm- 
ber of marriages will increase, rapidly swinging 


| to a number far larger than usuale This, to-= 
THIS MONTH (5.1 F 
. cr po LAST MONTH 145°” gether with the spreading out of "doubled up 
YEAR AGO 168 families" will help to absorb vacancies quickly. 
s eS bcacel | | ae It probably helps-to account for the rapid rise 


NUMBER OF MARRIAGE LICENSES ISSUED PER MONTH FOR EACH 10,000 MALES 


| in activity at the beginning of each new cycle 
509 noted in the description of general real estate 
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HE chart above shows a study from 1868 to the present of the number of real 
fi A estate mortgages foreclosed in Greater Saint Louis for each 100,000 fam- 

ilies in comparison with the number of voluntary transfers for each 10,000 
families and the value of the dollar. 

The solid black line shows foreclosures; the shaded line, voluntary 
transfers and the gray line the value of the dollar. It will immediately be no- 
ticed by following the black foreclosure line across the page that there have 
been four periods in the last 64 years when foreclosures were high. As would be 
expected,these periods have come 


when voluntary transfers, as shown by the shad- 
ed line, were low. 

It is inter i to note that these heavy foreclosure periods. have 
come in regular swells and that whenever foreclosures have gone ahove 25 pér 
100,000 families for more an an isolated month after a period in which they 
» it has formed a certain indication of 5 to 10 years of 

gE Had these figures been available in 1926 and 1927 
osure line at that time, with the drop in the abnor- 
ine, would have immediately indicated serious trouble 
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had been running lowe 
heavier foreclosures 
the increase in the 
mally high transfer 
ahead. 
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There are many causes of foreclosures; the principal ones fall into 
the following classes: 

I. INFLATION OF VALUE: In the first part of every boom period the 
ownership of real estate becomes quite profitable. This attracts buyers. The 
multitude of buyers increases the demand, while it takes some time to increase 
the supply of buildings Accordingly the price rises and an orgy of speculation 
begins. Purchasers lo perspective; forget that booms® are periodic and are 
short lived, and buy f resale without regard to average earning power of real 





II. OVERFINANCING: Mortgage interests are influenced by boom prices, 
money is plentiful, and loans are based on the speculative prices which real 
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LVOLUNTARY TRANSFERS OF REAL 
ESTATE FOR EACH 10,000 FAMILIES 
| IN SAINT LOUIS AND SAINT LOUIS COUNTY 
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FORECLOSURES FOR EACH 100,000 
FAMILIES IN SAINT LOUIS AND 
| SAINT LOUIS COUNTY 
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is bringing with little vision of what the future will bring. 

III. OVERBUILDING: Until the building of new property, now made pro- 
y high values, catches up and passes the demand, all apparently goes 
arge investors find that buying and selling on margin, with as large a 

trust as possible on each piece of property, brings large profits on the 
invested.\ People of smaller means, seeing the profits being made, invest 
savings in small equities and endeavor to resell at a profit, but the 
of improved real estate has now passed the demand and vacancies are be- 
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more numerous, making serious inroads in the earnings already too small 
ustify the inflated prices for which property has been selling. Competition 


enants lowers rentals still further and a stage is finally reached when 
l estate cannot be profitably sold. Properties are offered to indirferent 
buyers and values start to,fall. At the first decrease in values the small mar- 
gin-owned properties and those in weak financial ownership are foreclosed. In- 


eg 


values continue to falls; buyers are scarce; equities in the overfinanced 


properties melt away and foreclosures take over more and more properties. 


Le 


IV. INACTIVITY: If real estate were liquid at all times, in a period 





spression an owner of several pieces of real estate could sell some of his 
ls to increase his equity in the remainder. As conditions actually exist, 
real estate activity subsides and property becomes frozen, one piece cannot 


crificed to save another. An owner may have a substantial fortune wiped 


ough foreclosure because small equities in many properties cannot be con- 


;-ed to strengthen his position. The absence of liquidity in the last half 


real estate cycle is one of the outstanding causes of high foreclosure 


V. INCREASE IN IMMERGENCY TAXATION: In the first part of every major 
of distress and unemployment an effort is made to provide employment on 





work. This takes the form in cities of street openings, widenings and 
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of the cost f which is passed back to the owner of real 


orm of special tax bills which, due to the depression, he 
sition to meet ay these bills he must "freeze" his 


with his real estate already frozen and in danger. 
NEMPLOYMENT AND TIGHT MONEY: Many real equities in smaller 
lost through unemployment and the inability to refinance in 
ression. 








INCREASE IN THE VALUE OF THE DOTLAR: When we can buy more 
ar than we could two years ago we generally describe the 
ng that food has dropped in price. If, however, we find 
ning has happened simultaneously in the prices of clothing, 
rents, we may begin to question the logic of our descrip- 
3s the relationshiy between the value of any commodity and 
ney. When the price of a commodity changes it may be due 
peculiarity in the commodity itself or it may be due toa 
alue of money. 
st prices changes in the same direction at the same time, 
a strong suspicion that what has really happened is that 
oney, not commodities, has changed. If money changes in 
ppear to change in the opposite direction. The last two 
ple, have seen ady- increase in the value of gold which 


to as a drop in prices. The light 
iation in the value of gold, or in 
lich is practically the same thing as 
om 1868 to the present. It will be 
oday is just a little above the 1913 
e borrowed ten year period in 1922, he bor- 
which in comparison the present would buy only 75% as 
ties or service. (continued on page 18) 
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FORECLOSURES IN THOUSANDS OF DOLLARS 
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he height of the vertical bars in the chart above shows the monthly 
| f total in dollars of mortgages foreclosed in Saint Louis and Saint 
Louis County from January, 1926, to April, 1932. The black portion of 
each bar represents the total in the city and the gray portion the total 
in the county. Prior to 1926 foreclosures were at a minimum as can be 
seen from the chart on page 16 but starting in 1926 and 1927 a steady up- 
ward movement began. During the past five months the sum total of deeds 
of trust foreclosed in Saint Louis and Saint Louis County has averaged al- 
most $1,000,000 per month. While these figures are alarmingly high, it 
should be kept in mind that the total value of real estate in the city a- 
lone is somewhere between one billion, eight hundred million and two bil- 


lion dollars. 


The relationship between the city and county in the number of 
foreclosures and the dollar total is quite interesting. 

In 1931 the county accounted for 40.7 percent of the number of 
foreclosures but for only 24.3 percent of the total value in dollars. 
During the first three months of 1932 the percentages have been almost the 
same as for the year 1931 being 40.4 percent and 24.7 percent respectively 

During 1931 the average consideration in the mortgages fore- 


closed in the city was $4004 and in the county $1819. 




















In addition to having paid his interest during the ten year period he 


must now repay one third more in purchasing power than he borrowed. The dollar 






he borrowed in 1922 looked like this wn the terms of what it would buy. 


The dollar he must repay looks like this . For every $3.00 worth of value 


he borrowed then, he must repay $4.00 worth of value now, A sudden increase in 
the value of the dollar coming after a period in which for a number of years 
there has been no radical change, always plays havoc with debts and increases 
foreclosures. Money might be likened to a rubber tape measure. There is no as- 
surance that the "yard" one borrows now will be of the same length as the "yard" 
one must repay several years from now. 

The value of a piece of property in 1927 may have been equivalent to 
the value of ten thousand 1927 dollars. Five years later in 1932 its value may 
be equivalent to seventy-five hundred 1932 dollars, each one of which has a far 
greater value than it had in 1927. If this property were owned clear and were 
sold now, the seller could buy as much with the seventy-five hundred 1932 dol- 
lars as he could have bought in 1927 with the ten thousand 1927 dollars. But 
suppose, however, that in 1927 the owner of this property placed a mortgage on 
it for 60% of its value to run straight for five years. He borrowed six thousand 
1927 dollars and he must repay six thousand 1932 dollars. Since the property is 
worth only seventy-five hundred 1932 dollars his equity has dropped from 40% to 
154. This illustration is quite typical of what has actually enieaned in many 
cases, reducing equities to the point where foreclosures are inevitable. 

It will be noticed on the chart that three of the four heavy fore- 
closure periods we have had since the Civil War have been accompanied by sudden 


increases in the value of the dollar following a period in which the value of 


the dollar was fairly stable. Unless values are on a given level for a long 
enough period for mortgages to become adjusted to that level, a sudden increase 
in the value of the dollar has no effect on foreclosures. A good example of 
this is the sudden increase shown by the gray line in 1920 and 1921 which had no 


effect on foreclosures. 


"If you would forecast the future, study the past" 


Confucius 
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